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equity method, We have entered into an agreement with Discovery regarding the use by us of certain information
regarding Discovery in connection with our financial reporting and disclosure requirements as a public company.
However, such agreement limits the public disclosure by us of certain non-public informsation regarding Discovery (other
than specificd historical financial information), and also restricts our ability to enforoe the agrecment against Discovery
with 2 lawsuit seeking monetary damages, in the absence of pross negligence, reckless conduct or wiltful misconduct on
the part of Discovery. In addition, we cannot change the way in which Discovery reports its financial results or require
Discovery 10 change its internal controls aver financial reporting.

We cannot be certain that we will be successful in integrating acquired businesses, if any. Our businesses and those
of our subsidiaries may grow through acquisitions in selected markets. Injegration of new businesses may present
significant challenges, inchiding: realizing econornies of scaie in programming and network operabions; eliminating
duplicative overheads; and integrating networks, finzncial systems and operational systems. We or the applicable
subsidiary cannot assure you that, with réspect t¢ any acquisition, we wil] realize anticipated benefits or successfully
integrate any acquired business with our existing operations. In addition, while we intend to implement appropriate
controls and procedurcs as we integrate acquired companies, we may not be able to certify as o the effectiveness of these
companies” disclosure controls and procedures or internal control over financial reporting (as required by U.S. federal
securities laws and regulations) until we have fully integrased them.

A loss of any of Ascent Media's large customers would reduce our revenue. Although Ascent Media serviced over
3,800 customers during the year ended December 31, 2006, its ten largest customers accounted for approximately 48% of
its consolidated revenue and Ascent Media's single largest customer accounted for approximately 8% of jts consolidated
revenne during that peried. The loss of, and the failure to replace, any significant portion of the services provided to any
significant customer could have a material adverse effect on the business of Ascent Media.

Ascent Media's business depends on centain client industries. Ascent Media derives much of its revenue from
services provided to the motion picture and 1elevision production industries and from the data transmission industry.
Fundamental changes in the business practices of any of these client industries could cause a material reduction in
demand by Ascent Media's clients for the services offered by Ascent Media. Ascent Media’s business benefits from the
volume of motion picture and television content being created and distributed as well as the sucegss or popularity of an
individusi television show. Accordingly, a decrease in cither the supply of, or demand for, original entertainment content
would have a material adverse effect on Ascent Media's results of operations. Because speading for television
advertising drives the production of new fefevision programming, as well as the production of television commercials
and the sale of existing content libracies for syndication, a reductica in television advertising spending would adversely
affect Ascent Media's business. Factors that could impact television advertising and the general demand for original
entertainment content include the growing use of personal video recorders and video-on-demand services, contioued
fragmentation of and competition for the attention of television audiences, and peneral economic conditions.

Changes in technology may limit the competitiveness of and demand for our services. The post-production industry
is characterized by technotogical change, evolving customer needs and ¢merging technical standards, and the data
transmission industry is currently saturated with companies providing services similar to Ascent Media's. Historically,
Ascent Media has expended significant amounts of capital to obtain equipment using the latest technology, Obtaining
acCess to any new technologies that may be developed in Ascent Media’s industries will require additional capital
expenditures, which may be significani and may have to be incurred in advance of any revenue that may be generated by
such new techoelogies. In addition, the use of some technologies may require third party licenses, which may not be
available on commercially reasonabie terms. Although we believe that Ascent Media will be able to continue 1o offer
services based on the newest technologies, we cannot assure you that Ascent Media will be able 1o oblain any of these
technologies, that Ascent Media will be able to effectively implement these technologies on a cost-effective or timely
basis or that such techoologies will not render obsolete Ascent Media’s role as a provider of motion picture and
television production services. If Ascent Media's competitors in the data transmission industry have technology that
enables them te provide services that are more reliable, faster, less expensive, reach more customers or have other
advantages over the data transmission services Ascent Media provides, then the demand for Ascent Media®s data
transmission services may decrease.

Technology in the video, telecommunications and data services indusay is changing rapidly. Advances in
technologies such a5 personzl video recorders and video-on-demand and chanpes in television viewing habits facilitated
by these or other technologies could bave an adverse effect op Discovery’s advertising revenue and viewership levels.
The ability to anticipate changes ir, and adapt to, changes in technology and consurmer tastes on a timely basis and
exploit hew sources of revenue from these changes will affect the ability of Discovery to continue to grow, increase its
revenue and number of subscribers and remain competitive.
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A labor dispute in our client industries may disrupt our business. The cost of producing and distributing
cniertainment programning has increased substam.ially in recent years due 10, among other things, the increasing
demands of creative talent and industry-wide collective bargaining agreements.

A significant labor dispute in Ascent Media’s client indusiries could have a material adverse effect on its business,
An industry-wide strike or other job action by or affecting the Writers Guild, Screen Actors Guild or other major
entertainment industry union could reduce the supply of original entertainmem content, which would in tun, reduce the
demand for Ascent Media's services.

Discovery airs certain entertainment programs that are dependent on specific on-air talent, and Discovery’s ability to
continue 10 produce these series is dependent on keeping that on-air talent under contract.

Risk of loss from earthquakes or othier catastrophic events could disrupt Ascent Media's business, Some of Ascent
Media’s specially equipped and acoustically desipned facilitics are located in Southern California, a region known for
seismic activily. Due to the extensive amount of specialized equipment incorparated into the specially designed
recording and scoring stages, editorial suites, mixing rooms and other post-production facilities, Ascent Media's
operations in this region may not be able to be temporarily relocated 1o mitigate the impacts of a catastrophic event.
Ascent Media carrics insurance for property loss and business interruption resulting from such events, including
earthquake msurance, subject to deductibles, and has facilities in other geographic locations. Althongh we believe Ascent
Media has adequate insurance coverage relating to damage 10 its property and the temporary dismuption of its business
from casualties, and that it could provide services at other geographic locations, thers can be no assurance that such
insurance and other facilities would be sufficient to cover all of Ascent Media's costs or damages or Ascent Media’s loss
of income resulting from its inability to provide services in Southern California for an exiended period of time.

Discovery is dependent upon advertising revenue. Discovery eams a significant portion of ils revenue from the sale
of advertising time on its networks and web sites. Discovery’s advertising revenue is affected by viewer demographics,
viewer ratings and market copditions for advertising, The overall cable and broadcast television industry is facing several
155ues with regard 1o s advertising revenue, including (1) sudience fragmentation caused by the proliferation of other
television networks, video-on-demand offerings from cable and satellite companies and broadband content offering,

(2) the deployment of digital video recording devices, allowing consumers to time shift programming and skip or fast-
forward through advertisements and (3) consolidation within the advertising industry, shifting more leverage to the
bigger apencies and buying groups. Expenditures by advertisers tend to be cyclical, reflecting overall economic
conditions as well as budgeting and buying patterns, A decline in the economic prospects of advertisers or the economy
in general could alter current or prospective advertisers’ spending priorities. In addition, the public’s reception toward
programs or programming genres can decline. An adverse change in any of these factors could have a negative effect on
Discovery’s revenue in any given period. Ascent Media’s business is aiso dependent in parl on the advertising industry,
as a significant portion of Ascent Media’s revenue is derjved from the sale of services to agencies andfor the producers of
television advertising.

Discaovery's revenue is dependent upon the maintenance of affiliation agreements with cable and sarellire
distributors on acceptable terms. Discovery earns a significant portion of its revenue from per-subscriber license fees
paid by cable operators, direct-to-home (DTH) satellite television operators and other channel distributors. Discovery's
nctworks maintain affiliation arrangements that enable them to reach a larpe percentage of cable and direct broadeast
satellite houssholds across the United States, Asia, Furope and Latin America, These arrangements are generally long-
term arrangements ranging from 3 1o 10 years. These affiliation arrangements usually provide for payment to Discovery
based on the numbers of subscribers that recejve the Discovery networks. Discovery’s core networks depend on
achieving and maintaining carriage within the most widely distributed cable programming tiers 10 maximize their
subscriber base and revenue. The loss of a significant number of affiliation arrangements on basic programming tiers
could reduce the distribution of Discovery’s networks, thereby adversely affecting such networks’ revenue from per-
subscriber fees and their ability to sell advertising or the raies they are able to charge for such advertising, Those
Discovery networks that are carried on digital tiers are dependent upon the continued upgrade of cable systems to digital
capability and the public’s contitnnng acceptance of, and willingness to pay for uperades to, digital cable, as well as
Discovery’s ability to negotiate favorable carriapge agreements on widely accepted digital tiers.

Qur businesses are subject to risks of adverse government regularion. Programming services, satellite carriers,
television stations and Internet and data transmission companies are subject to varying degrees of regulation in the
United $tates by the Federal Communications Commission and other entities and in foreign countries by similar entities.
Such regulation and legislation are subject to the political process and have been in constant flux over the past decade.
Morcovcr subsu\unally every fcurmgn coum.ry in w]:uch our subs‘lchznes or business a.fﬁha.t:s have. or may in th: future

fQ’l'Clgﬂ investment in pmgramlmng compamcs Funhe:r materjal :hanges in the law and r:gulatory reqmrcmcuts must be
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anticipated, and there can be no assurance that our business and the business of our affiliates will not be adversely
affected by future legislation, new regulation or deregulation.

Failure 1o obtain renewal of FCC licenses could disrupr our business, Ascent Media holds licenses, authorizations
and registrations from the FCC required for the conduet of its network services business, including earth station and
various classes of wireless licenses and an authorization to provide certain services. Most of the FCC licenses held by
Ascent Media are for ransmit/receive earth stations, which cannot be operated without individuat licenses. The Yicenses
for these stations are granted for a period of fifteen years and, while the FCC generally renews licenses for satellite carth
stations routinely, there can be no assurance that Ascent Media’s licenses will be renewed at their expiration dates.
Registration with the FCC, rather than licensing, is required for receiving transmissions from satellites from points within
the United States, Ascent Media relies on third party licenses or anthorizations when it transmits domestic satellite traffic
through earth stations operated by third parties, Our failure, and the failure of third parties, to obtain renswals of such
FCC licenses could disrupt the network services segment of Ascent Media and have a material adverse effect on Ascent
Media. Further material changes in the law and regulatory requirements must be anticipated, and there can be no

assurance that our businesses will not be adversely affected by future legislation, new regulation, deregulation or court
decisions.

Our businesses operate in an increasingly competitive market, and there is g risk that our businesses may rot be
able to cffectively compete with other providers in the future. The entertainment and media services and programming
businesses in which we compete are highly competitive and service-oriented. Ascent Media has few long-term or
exclusive service agreements with its creative services customers. Business generation in these groups is based primarily
on customer satisfaction with reliability, timeliness, quality and price. The major motion picture studios, which are
Ascent Media's customers, such as Paramount Pictures, Sony Pictures Enlertainment, Teeentieth Century Fox, Universal
Pictures, The Walt Disney Company, Meiro-Goldwyn-Mayer and Warner Brothers, have the capability to perform
similar services in-house. These studios also have substentally greater financial resources than Ascent Mediz's, and in
some cases significaat marketing advantages. Thus, depending cn the in-house capacity available to some of these
studios, a shxdio may be not only a customer but also a competitor. There are alse numerous independent providers of
services similar to Ascent Media's. Thomson, a French corporation, is zlso a major competitor of Ascent Media,
particatarly under its Technicolor brand, as is Kodak through its Laser Pacific division. We also actively compete with
certain industry participants that have a unique operating niche or specialty business. If there were a significant decline in
the number of motion pictures or the amount of original television programming produced, or if the studios or Ascent
Media's other clients either established in-house post-production facilities or sigaificantly expanded their in-house
capzbilities, Ascent Media’s operations could be materially and adversely affected.

Discovery is primanly an enteriainment and programming company that competes with other programming
networks for viewers in general, as well as for viewers in special interest groups znd specific demographic categories. In
order to compeie for these viewers. Discovery must obtain a regular supply of high quality category-specific
programming. To the extent Discovery seeks third party suppliers of such programming, it competes with other cable and
broadcast television networks for programming. The expanded availability of digital cable television and the introduction
of direct-to-home satellite distritution has greatly increased the amount of channe] capacity available for new
programmiing networks, resuliing in the tauwch of a number of new programming retworks by Discovery and its
competitors. This increase in channel capacity has also made competitive niche programming networks viable, because
such networks do not need to reach the broadest possible group of viewers in order to be moderately successful.

Discovery's program offerings must also compete for viewers and advertisers with other entertainment media, such
as home video, online activities and movies. Increasing audience fragmentation could have an adverse effect on
Discovery's advertising and subseription revenue. 1n addition, the cable television and direct-to-heme satellite industries
have been underpoing a peried of consolidation. As a result, the number of potential buyers of the programming services
offered by Diiscovery is decreasing. In this more concentrated market, there can be no assurence that Discovery will be

able 10 obtain or maintain carriage of its programming services by distributors when its current long-term contracts are
up for renewal.

We have overlapping direciors and management with Liberty and Liberty Global, Inc., which may lead to
conflicting interests. Five of our six executive officers also serve as executive officers of Liberty and one of our
executive officers serves a5 an executive officer of Liberty Global, Inc., or LGL LGI is an independent, publicly traded
company, which was formed in connection with the business combination betwesn United(GlobalCom, Inc. and Liberty
Media International, Inc., or LMI. All of the shares of LMI were distributed by Liberty to its shareholders in June 2004.
Qur board of directors includes persons who are mermbers of the board of directors of Liberty andfor LGL We do not
own any interest in Liberty or LGI, and to our knowledge Liberty and LGI do not own any interest ia us. The exscutive
officers and the members of our board of directors have fiduciary duties to our stockholders. Likewise, any such persons

who serve in Similar CAPArines al Libeily an i r
such persons may have
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conflicts of interest or the appearance of conflicts of interest with respect to matters tnvolving or affecting each company.
For example, there may be the potential for a conflict of interest when we, Liberty or LGI look at acquisitions and other
corporalc opportunities that may be suitable for each of us. Moreover, most of our directors and officers continue to own
Liberty and/or LGI stock and options to purchase Liberty and/or LGI stock. These ownership interests could create, or
appear to create, poiential conflicts of interest when these individuals are faced with decisions that could have different
implications for our company and Liberty or LGL On June 1, 2005, the board of directors of Liberty adopted a policy
statement that, subject 4o certain qualifications, including the fiduciary duties of Liberty’s board of directors, Liberty will
use its commercially reasonable effarts to make available to us any corporate opportunity relating to the acquisition of all
or substantially all of the assets of, or equity secuarities representing “control” (as defined in the policy statermnent) of, any
entity whose primary business is the acquisition, creation and/or distribution of television programming consisting
primarily of sciepce and nature programming for distribution primarily in the “basic™ service provided by cable apd
satellite television distribuiors, This policy statement of Liberty’s board of directors can be amended, modified or
rescinded by Liberty’s board of directors in its sole discretion at any time, and the policy automatically terminates
without any further action of the board of directors of Liberty on the second anniversary of the distributicn date. From
time 10 ime. Liberty or LGT or their respective affiliatcs may enter into trapsactions with us or our subsidiaries or other
affiliates. Although the terms of any such transactions will be established based upon negotiations between employees of
the companies involved, there can be no assurance that the terms of any such transactions will be as favorable to us or
our subsidiaries or affiliates as would be the case where the parties are completely at arms’ length.

We and Liberty or LGI may compete for business opportunities. Liberty and LGI each own inlerests in various 1.5,
and international programming companies that have subsidiaries or controlled affiliates that own or operate domestic of
foreign programming services that may compete with the programming services offered by our businesses. We have no
rights in respect of 11.$. or international programming opportunities developed by or presented to the subsidiaries or
controlled affiliates of Liberty or LG1, and the pursuit of these opportunities by such subsidiaries or affiliates may
adversely affect the intcrests of our company and its shareholders. In addition, a subsidiary of LGI operatcs a playout
facility that competes with Ascent Media’s London playout facility, and it is likely that other competitive situations will
arise in the future. Because we, Liberty and LG have some overlapping directors and officers, the pursuit of these
opportunities may serve to intensify the conflicts of interest or appearance of conflicts of interest faced by our respective
management teams. Our restated certificate of incorporation provides that no director or officer of ours will be liable to
us of our stockholders for breach of any fduciary duty by reason of the fact that any such individual directs a corporate
opportunity to another person or entity {including LMI and LGI) instead of us, or does not refer or communicate
nformation regarding such corporate opportunity to us, unless (x) such opportunity was expressiy offered to such person
solely in his or her capacity as a director or officer of our company or as a director or officer of any of our subsidiaries,

and (y) such opportunity relates to a line of business in which cur company or any of cur subsidiaries is then directly
engaged.

It may be difficult for a third party to sequire us, even if doing so may be beneficial 1o our shareholders. Cerlain
pravisions of our restared certificate of incorporation and bylaws may discourage, delay or prevent a change in control of
our cempany that a sharchelder may consider favorable. These provisions include the following:

autherizing a capital structure with multiple series of common stock: a Series B that entitles the bolders to ten
votes per share, a Series A that entitles the holders to one vote per share and a Series C that, except as otherwise
required by applicable law, entities the holders to no voting rights;

authorizing the issuance of “blank check™ preferred stock, which could be issued by our board of directors to
mcrease the mimber of outstanding shares and thwart a takeover attempt;

classifying our board of directors with staggered three-year terms, which may lengthen the time required to gain
control of cur beard of directors;

imiting who may cal] special meetings of shareholders;

prohibiting shareholder action by written consent (subject to certain exceptions), thereby requiring shareholder
action to be taken at a meeting of the shareholders;

establishing advance notice requirements for nominations of candidates for election to our board of directors or
for proposing matters that can be acted upon by shareholders at shareholder meetings;

requiring shareholder approval by holders of at least 80% of our voting power or the approval by al least 75% of
our board of directors with respect to certain extraordinary matters, such as & merger or consolidation of cur
company, a sale of all or substantially all of our assets or an amendment to our restated certificate of
incorporation:

requiring the consent of the holders of at least 75% of the outstanding Series B common slock (voting as a

separate class) to certain share distributions and other corporate actions in which the voting power of the Series B
cOmmon

DHC.1.D.0000838
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siock would be diluted by, for example, issuing shares having multiple votes per share as a dividend to holders of
Series A common stock; and

+ the existence of authorized and unissued stock which would aliow our board of directors to issue shares to persons
friendly to current management, thereby protecting the continuity of its management, or which could be used to
dilute the stock ownership of persons seeking 1o obtain control of us,

Qur compaay bas adopted a shareholder rights plan in order 10 encourage anyone secking 10 acquire us 1o negotiate
with our board of direetors prior to attempting a takeover. While the plan is designed to guard against coercive or unfair
tactics 10 gain control of us, the plan may have the effect of making more difficull or delaying any altempts by others to
obtain control of us.

Holders of any single series of our common stock may not have any remedies if any action by our directory or
officers has an adverse effect on only that series of our common stock Principles of Delaware law and the provisions of
our restated certificate of incorporation may protect decisions of our board of directors that have a disparate impact upon
helders of any single series of our common stock. Under Delaware law, the board of directors has a duty to act with due
care and ip the best interests of all of our shareholders, including the holders of 2ll series of our common steck. Principles
of Delaware law established in cases involving differing treatment of muliiple classes or series of stock provide that a
board of directors owes an equal duty Lo all common sharchelders regardless of class or series and does not have separate
or additional duties to any group of shareholders. As a result, in some circumstances, our directors may be required to
make a decision that is adverse to the helders of one series of our common stock, Under the principles of Delaware law
referred to above, you may not be able to challenge these decisions if our board of directors is disinterested and
adequately informed with respect to these decisions and acts in good faith and in the honest belief that it is acting in the
best interests of all of our sharcbolders.

Ytem 1B, Unresolved Staff Comments.

Itews 2. Properties.

We share our executive offices in Englewood, Colorado under a services agreement with Liberty. All of our other
real or persopal property is owned or leased by our subsidiaries or affiliates.

Ascent Media's operations are conducted at over 80 propertics. In the United States, Ascent Media occupies owned
and leased properties in California, Conpecticut, Florida, Georgia, New Jersey, New York and Virginia; the network
services group also operates a satellite earth station and related facilities in Minnesota, Interationally, Ascent Media has
owned and leased properties in London, England. In addition, the creative services group operates a leased facility in
Mexico City, Mexico, and has a 50% owned equity affiliale with facilities in Barcelona and Madrid, Spain, and the
network services group operates two leased facilities in the Republic of Singapore. Worldwide, Ascent Media leases
approximately 1.4 million square feet and owns another 325,000 square feet. In the United States, Ascent Media's leased
propetties total approximately 1.1 million square feet and have terms expiring between March 2007 and April 2015.
Several of these agreements have exiension options. The leased properties are used for our technical operations, office
space and media storage, Ascent Media's internatiopal Jeases have terms tha expire between March 2007 and September
2020, ang are also used for technical operations, office space and media storage. Over half of the international leases
have extension clauses. Approximately 250,000 square feet of Ascent Media's owned properties are located in Southern
California, with another 45,000 sgquare feet located in Northvale, New Jersey, Tappan, New York, Minneapolis,
Minnesota and Stamford, Connecticut. In additien, Ascent Media owns approximately 30,000 square feet in London,
England. Nearly all of Ascent Media's owned properties are purpose-built for its technical and ereative service
operations. Ascent Media's facilities are adequate to support its current near term growth needs.

Item 3. Legal Proceedings.

The registrant and its subsidiaries are not a party to any material legal proceedings.

Liem 4. Submission of Matiers fo @ Vote of Security Holders.
Noge,
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PARTIL
itern 5. Market for Registrant’s Common Egquity, Related Stockholder Masters and Issuer Purchases of Equity

Securites.
Market Informsation

We have two series of common stock, Series A and Series B, which trade on the Nasdag Nationa] Market under the
symbols DISCA and DISCB, respectively. The following table sets forth the range of high and low sales prices of shares
of pur Series A and Series B common stock since our spin off on July 21, 2005.

Series A
High Low

4
51623 1360 1680 1359

Holders

As of February 6, 2007, there were approximately 84,000 and 700 record and beneficial holders of our Series A
common stock and Series B comrmon stock, respectively,

Dividepds

We have not paid any cash dividends on our Series A common stock and Series B common stock, and we have no
present intention of so doing, Payment of cash dividends, if any, io the future wili be determined by our Board of
Directors in light of our earnings, financial condition and other relevant considerations.

uriti jzed ua d uit; atj

Information required by this item is incorporated by reference to our definitive proxy statement for our 2007 Annual
Meeting of shareholders.

Item 6. Selected Firanclaf Data.

Effective July 21, 2005, Liberty Media Corperation (“Liberty”) completed a spin off transaction pursuant to which
our capital stock was distributed as a dividend to holders of Liberty's Series A and Series B common steck. Subsequent
to the spin off, we are a separaic publicly traded company and we and Liberty operate independently. The spin off has
been accounted for at historical cost due to the pro rata nature of the distribution. Accordingly, our historical financial
statements are presented in a manner similar to a pooling of interest.

The following tables present selecied historical information relating to our financial condition and results of

operations for the past five years. The following data should be read in conjunction with our consolidated financial
Slaiements.

December 31,

2006 2005 2004 2003 2007
amoonts it thousands
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Years epded December 31,

_M06 2008 2004 _ 003 2002
wmoants b thousands,

Snmmary Staicént of Operali , ; i
Net revenue 087 694,509 63 1215 506.1 q3 539,333
kri el Ana 1325
5)
10 1292753
0.16} (0.46)

(1} Includes impairment of goodwill and other long-Hved assets of $93,402,000 and $83,718,000 for the years ended
December 31, 2006 and 2002, respectively,

(2) Basic and diluted net earnings (loss) per common share is based on (1) 280,199,000 shares, which is the number of
shares issued in the spin off, for all pericds prior to the spin off and (2) the acmal number of weighted average
outstanding shares for all periods subsequent lo the spin off.

Item 7. Manggement's Discussion and A s of Firancial Condifion and Results o erafions.

The following discussion and analysis provides information concerning our results of operatiens and financial

condition. This discussion should be read in conjunction with our accompanying consolidated financial statements aad
the notes thereto.

Overview

Effective Tuly 21, 2005, Liberty completed a spin off transaction purswant to which our capital stock was distributed
as & dividend to holders of Liberty™s Series A and Series B common stock, Subsequent 1o the spin off, we arc a separate
publicly traded company and we and Liberty operate independently. The spm off did not involve the payment of any
consideraticn by the holders of Liberty common stock and was intended to qualify as a tax-free spin off. The spin off has
been accounted for at historical cost due te the pro rata nature of the disuibution. We are a holding company and our
husinesses and assets include Ascent Media Group, LLC (“Ascent Media™), which we consofidate, and a 50% owncrship
interest in Discovery Communications, lnc. {“Discovery” or “DCI™), which we account for using the equity method of
accounting. Accordingly, as described below, Discovery’s revenue is not refiected in (he revenue we report in our
financial statements. In addition to the forepoing assets, immediately prior to the spin off, Liberty transferred to a
subsidiary of our company $200 million in cash.

Ascent Media provides creative and network services to the media and entertainment industries, Ascent Media's
clients include major motion picture studios, independent producers, broadcast networks, cable programming networks,
advertising agencies and other companies that produce, own and/or distribute entertainment, news, sporis, corporate,
educational, industrial and advertising content. Subsequent to an operational realignment in 2006, Ascent Media's
operations are organized into the following three groups: Creative services, Network services and Corporate and other.
Ascent Media has few long-lerm or exclusive agreements with its creative services customers.

In 2007, Ascenl Media will continue to focus on leveraging its broad array of media services to market itself as a
full service provider 10 new and exisiing customers within the feature film and television production industry. Ascent
Media alsc beljeves it can optimize its position in the markei by growing its digital media management business. With
facilities in the UJ.8., the United Kingdom, Asia and Mexico, Ascent Media hopes to increase its services to multinational
comparies. The challenges that Ascent Media faces include differentiating its products and services 1o help mairtain or
increase operating margins and financing capital expenditures for equipment and other items to satisfy customers” desire
for services using the latest technology.

Owr most significant asset is Discovery, in which we de not have a contrelling financial interest. Discovery is a
global media and entertainment company that provides original and purchased video programming in the United States
and over 170 other countries. We account for our 50% ownership interest in Discovery using the equity method of
accounting. Accordingly, our share of the results of operations of Discovery is reflected in our consolidated results as
eamings or losses of Discovery. To assist the reader in better understanding and analyzing our business, we have
included a separate discussion and analysis of Discovery’s results of operations and financial condition below.

— .0
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Acquisitions

AccentHealth. Effective January 27, 2006, one of our subsidiaries acquired substantially all of the assets of
AccentHealth, LLC's (" AccentHealth’) healtheare media business for cash consideration of $46,793,000. AccentHezlth
operates an advertising-supported captive audience television network in doctor office waiting rooms nationwide. For
financial reporting purposes, the acquisition is deemed to bave occurred on February 1, 2006, and the results of

operations of AccentHealth have been included in our consolidated results as part of the network services group since the
date of acquisition.

Cinetech. On October 20, 2004, Ascent Media acquired substantially all of the assets of Cinetech, Inc., a film
lahoratory and still image preservation and resioration company, for $10,000,000 in cash plus contingent compensation
of up to $1,500,000 1o be paid based on the satisfaction of certain contingencies as set forth in the purchase agreement.
Cinetech is included in Ascent Media's creative services group.

London Playout Centre. On March 12, 2004, Ascent Media acquired the entire issued share capital of London
Playout Centre Limited, for a cash purchase price of $36,573,000. London Playout Centre, which we refertoas LPC, is a
UK-based television channel origination facility, LPC is included in Ascent Media's network services group.

O i a w

We evaluate the performance of our operating segments based oo financial measures such as revenue and operating
cash flow. We define operating cash flow as revenue less cost of services and sellicg, general and administrative expease
(excluding stock and other equity-based compensation and accretion expense on asset retirement obligations). We
helieve this is an imporiant indicator of the pperational strength and performance of our businesses, including the ability
w invest 10 ongoing capital expenditures and service any debt. In addition, this measure allows management to view
vperating results and perform analytical comparisons and identify strate gies to improve performance. This measure of
performance excludes depreciation and amortization, stock and other equity-based compensation, accretion expense on
asset retiremnent obligations, restructuring and impainment charges that are included in the measurement of operating
inceme pursuant to 1.5, generally accepled accounting principles, or GAAP. Accordingly, operating cash flow should be
considered in addition {o, but not as a substitute for, operating income, cash flow provided by operating activities and
other measures of financial performance prepared in accordance with GAAP, See note 17 to the accompanying
censolidated financial statements for a reconciliation of operating cash flow to earnings {loss) before income taxes.

Resulis of tio

Our consolidated results of operations include general and administrative expenses incurred at the DHC corporate
level, 100% of Ascent Media's and AccentHealth’s results and our 50% share of eamings of Discovery.

Ascent Media’s creative services group revenue is primarily generated from fees for videc and audio post
production, special effects and editorial services for the television, feature film and advertising industries. Generally,
these services pertain to the completion of feature films, television programs and advertisements. These projects
normally span from a few days to three moaths or more in length, and fees for these projects typically range from
$10,000 to $1,000,000 per project. Additionally, the creative services group provides owners of film libraries a broad
ranpe of restoration, preservation, archiving, professional mastering and duplication services. The scope of these creative
services vary in duration from one day to several months depending on the nature of the service, and fees typically range
from less than 51,000 to $100,000 per project. The creative services group inciudes Ascent Media's digital media center
which is developing new products and businesses io areas such as digital imaging, digital media and interactive media.

The network services proup’s revenue consists of fees relating to facilities and services necessary to assemble and
transport programming for cable and broadcast networks across the world via fiber, sawellite and the Internet. The group’s
revenues are also driven by systems integration and field support services, technolopy consulting services, desiga and
implementation of advanced video systems, engineering project management, techrical help desk and ficid service.
Approximately 60% of the network services group's revenue relates to broadcast services, satellite operations and fiber
services that are eamed month]y under long-term contracts ranging generally from one to seven years. Additionally,
approximatety 40% of revenue relates 1o systems integration and engineering services that are provided on a project basis
over terms penerally ranging from three to twelve montbs.

Corporate related iterns and expenses are reflected in Cerporate and other, below, Cost of services and operating
expenses consists primarily of production wages, facility costs and other direct costs and selling, general and

admini
P
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Qur consolidated results of operations for the year ended December 31, 2006 include approximately eleven months
of resalts for AccentHealth. The consolidated results of operations for the year ended December 31, 2004 include
approximately nine months of results for LPC and approximately two months of results for Cinetech,

Years ended [Jecember 35,

2006 2008 2004
aaounts jp thousands

Revenue. Our total revenue decreased (0.9% and increased 10.0% for the years ended December 31, 2006 and 2005,
respectively, as compared to the corresponding pricr year, In 2006, creative services group revem:e decreased $3,921,000
as & result of (i) an $8,400,000 decline in media services due to lower traditional media and DVD services from major
studios partially offset by continued growth in new digital services and (i) lower television revenue of $2,165,000 driven
by declines in the 1J.K. broadcast work, partialty offset by higher television audio and post services in the U.S. These
creative services revenue decreases were partially offset by a $6,535.000 increase in commercial services, driven
primarily by surong U.§. demand, and higher feature revenue of $1,770,000, driven by an increased number of tides for
post production services, partially offset by smaller size feature sound projects and lower home theatre. Network services
group’s 2006 revenue decreased $2,501.000 as a result of (i) a decline in systems integration and services revenue of
$11,080,000, reflecting significant one-nme projects in 2005 and (i1) lower revenus in the UK. of $15,060,000, priroarily
as a result of termination of content distribution contracts, These network services revenue decreases were partially offset
by the acquisition of AccentHealth in 2006, which generated $20,873,000 of revenue, and by increased content
disribution activity in the U.S, and Singapore.

In 2005, creative services group revenue increased $16,771,000 as a result of a $7,330,000 increase in commercial
revenue, primarily in the U.S., a $4,660,000 increase due to strong sales of U.S. television services from an increased
number of shows, and $9,906,000 of higher lab revenue driven by the acquisition of Cinetech, These increases were
offset by declining sound services revenne of $2,960,000 resulting from lower sales of services for features and games
and lower media services volumes of $2,470,000 from traditional services, subtitling and DVD, partially offset by higher
dipital services. Network services group’s 2003 revenue increased $46,523.000 due to 39,423,000 of revenue related to
the LPC acquisition, $33,634,000 from a higher number of large engineering and systems integration projects and
$13,083,000 of higher origination business revenue and other new initiatives, partially offset by the $9,550,000 effect of
lower renewal rates on certain ongoing broadcast services contracts.

Cost of Services. Qur cost of services increased 1.9% and 17.2% for the years ended December 31, 2006 and 2005,
respectively. as compared to the correspeading prior year. In 2006, the increase in cost of services is driven by the
AcceniHealth acquisition which contributed costs of $6,439,000 and by changes in foreign currency exchange rates of
$1,367,000. The 2005 increase is partially attributable to the 2004 acquisitions discussed above, which contributed
$12,10%,000 in cost of services. In addition, cest of services increased in 2005 due to 2 change in revenue mix driven by
higher systems engineering and integration projects in the network services group which have higher production and
engineering labor and production material and equipment costs. ’

As a percent of revenne, cost of services was 66.1%, 64.2% and 60.2% for the years ended December 31, 2006,
2005 and 2004, respectively. The increase in each year is driven by increases in labor costs partially offset by decreases
in materials cost, Labor costs have increased as the revenue mix moves toward more labor intensive feature services and
as projects bave become increasingly more integrated, with complex work flows requiring higher levels of production
labor and project management.

Selling, General and Adminisrazive. Our selling, generzl and administrative expenses (“SG&A™, (excluding stock-
besed compensation and sceretion expense on asset retirement obligations), increased 2.8% and 11.0% for the years
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ended Decermber 31, 2006 and 2005, respectively, as compared to the coresponding prior year. For 2006, the acquisition
of AccentHealth added $6.565,000 of SG&A expense, slightly offset by lower personnel costs and professional fees. The
2005 increase in SG&A expense is primarily attributable to the impact of the 2004 acquisitions of $5,270,000 and the
growth in 2005 revenve driviog higher labor, facility and selling expenses. As a percent of revenue, SG& A increased
from 24.5% 10 25.4% for the years ended December 31, 2005 and 2008, respectively, due to the acquisition of
AcceniHealth in 2006, combined with a slight overall decline in revenue.,

Corporate and other operating cash flow improved $4,613,000 in 2006 primarily due to lower Ascent Media
corporale expenses, parialiy offset by an increase in DHC corporate, geseral 2ed administrative expenses which were
$9,360,000 and $6,467,000 for the years ended December 31, 2006 and 2005, respectively. The 2005 decrease in
operating cash flow of $10,315,000 is due to DHC corporate expenses, which primarily relate to the Spin Off
(5,072,000} and charges pursuant to the services agreement with Liberty subsequent to the Spin Off ($875,000). and te
higher Ascent Media corporate expenses (33,848,000} as a result of higher labor, facility, and professional services costs
related to reengineering of corporate departments and processes and to a legal settlement.

Depreciation and Amortization. The decrease in depreciation and amortization expense from 2005 to 2006 is due to
assets becoming fully depreciated partially offset by capital expenditures and the AccentHealth acquisition. Depreciation
apd ampertization were somparable in 20035 and 2004.

Stock Compensation. Stock-based compensation was $1,817,000, $4,383,000 and $2,775,000 for the years ended
December 31, 2006, 2005 and 2004, respectively, and is included in SG& A in the Consolidated Statements of Operations
and Comyprehensive Eamnings {(Loss). Effective January 1, 2006, we adopted Statement No, 123R. Statement No. 123R
requires that we amortize the grant date fair value of our stock option and SAR Awards that qualify as equity awards as
stock compenrsation expense over the vesting period of such Awards. Statement No. 123R also requires that we record
our liability awards a1 fair value each reportiog period and that the change in fair value be reflected as stock
compensation expense in our consolidated statement of operations. Prior to adoption of Statement No. 123R, the amount
of expense associated with siock-based compensation was generally based on the vesting of the related stock options and
siock appreciation rights and ihe market price of the underlying common stock. The expense reflected in our
consclidated financial statements was based on the market price of the underlying common stock 25 of the dzie of the
financial statements.

In 2001, Ascen: Media granted to certain of its officers and employees stock options {the “Ascent Media Options™)
with exercise prices that were less than the market price of Ascent Media commeon stock on the date of grant. The Ascent
Media Options became exercisable for Liberty shares in connection with Liberty’s acquisition in 2003 of the Ascent
Media shares that it did not alveady own. Prior to January 1, 2008, we amortized the “in-the-money” value of these
options over the 5-year vesting period. Certain Ascent Media employees also hold options and stock appreciation rights
granted by companies acquired by Ascent Media in the past several years and exchanged for Liberty options and SARs.
Prior to January 1, 2006 we recorded compensation expense far the SARs based on the underlying stock price and
vesting of such awards,

On May 24, 2005, Liberty commenced an offer to purchase certain stock options and SARs held by eligible
employces of Asceat Media. The offer to purchase related to 1,173,028 options and SARs, and the aggregaic offering
price for such options and SARs was approximately $2.15 million. The offer 1o purchase expired at 9:00 p.m., Pacific
time, on June 21, 2005. Eligible employees tendered options with respect to 1,121,673 shares of Liberty Series A
commen stock, and Liberty purchased such options for aggregate cash payments of apptoximately $2.14 million. In
connection with these purchases, Ascent Media recorded 2005 compensation expense of $3,830,000, which included
(1) the amount of the cash payments less any previously accrued compensation for the SARs, (2) the previously
unamort zed in-the-money value related to the Ascent Media Options and (3) ongoing amortization: of the uncxercised
Ascent Media options.

As of December 31, 2006, the total compensation cost related to unvested equity zwards was $1.1 million. Such
amount will be recognized in our consolidated statements of operations through 20095,

Restructuring Charges. On August 18, 2006, Ascent Media announced that it intended (o streamline its structure
into bwe global operating divisions — creative services group and petwork services group — to better align Ascent
Media™s organization with the company’s strategic goals and to respond to changes within the industry driven by
technology nd customer requirements (the #2006 Restrocturing™). The operations of the media managemeot services
group were realigned with the other two groups, which was completed in the fourth quarter of 2006. As a result of the
realignment, Ascent Media recorded a restructuring charge of $12,092,000 during the year ended December 31, 2006,
primarily related to severance. These r:slmctunng arGvities were primarily io the Corporate and other group in the
-United States-and United Kingdom..—
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During the year ended December 31, 2005, Ascent Media recorded a restructuring charge of $4,112,000 related ta
the censolidation of certain operating facilities resulting in excess leased space, consolidation expenses and severance
from reductions in headcount. These restructuring activities were implemented 10 improve ongoing operating efficiencies
and effectiveness primarily in the creative services group in the UK. There was no restrocturing charge in 2004,

Impairmers of Goodwill. As a result of the 2006 Restructuring and the declining financial performance of the media
management services group, including ongaing operating losses driven by technology and customer requirement changes
in the industry, the media management services group was tested for goodwill impairment in the third quarter of 2006,
prior to DHC’s annual goodwill valuation assessment of the cntire company. DHC estimated the fair value of that
reporting unit principally by using trading multiples of revenue and operating cash flows of similar companies in the
industry. This test resulted in a goodwill impairment loss for the media management services group of $93,402,000,
which represents the excess of the carrying value over the implied fair value of sach goodwill.

Share of Eamings of Discovery, Qur share of earnings of Discovery increased $23,778,000 or 29.8% in 2006 and
decreased $4,201,000 or 5.0% in 2005, The 2006 increese is due to Discovery’s higher operating incorne partially offset
by higher interest expense and the change in minority interests in consolidated subsidiaries. Discovery's net income

decreased in 2003 as increases in revenue and operating income were more thao offset by increases in interest expense
and income tax expense.

For a more detailed discussion of Discovery's results of operations, see “— Management’s Discussion and Analysis
of Financial Condition and Results of Operations of Discovery.”

Income Taxes. For the year ended December 31, 2006, we recorded income tax expense of $43,942,000, but had a
loss before taxes of $2,068,000. The pre-tax loss resulted primarily from a $53,402,000 goodwill impairment charge
recorded in the third quarter of 2006, for which we receive 0o tax benefit. Our effective tax rate was 59.5% and 34.6%
for the years ended December 31, 2005 and 2004, respectively, While we were a subsidiary of Liberty, we calculated cur
deferred tax lizbilities using Liberty's blended weighted average siaie tax rale. Subsequent to our spin off, we assessed
such rate in light of the fact that we are located primarily in Califernia, which has a higher state income tax rate than
many of the other states in which Tiberty does busisess, and we determined that our effactive tax rate should be
increased from 39% to 39.55%. This increase resulted in addjtional deferved tax expense in 2005 of $15,263,000. Our
income tax rate in 2005 was higher than the federal income tax rate of 35% duc to state and foreign tax expense.

Net Earnings (Loss). We recorded net earnings (loss) of {$46,010,000), $33,276,000 and $66,108,000 for the years
ended December 31, 2006, 2005 and 2004, respectively. The change between each of these years is discussed in the
aforementicned fluctuations in revenue and expenses.

Liquidity and Capital Resources

For the year ended December 31, 2006, our primary uses of cash were capital expenditures ($77,541,000) and
acquisitions ($46,793,000). We funded these investing activities with cash from operating activities of $73,633,000 and
with our available cash. Of the foregoing 2006 capital expenditures, $20,316,000 relates to the buildout of Ascent
Media's cxxsting facilities for sustomer specific contracts. The remainder of our capital expenditares relates to purchases
of new equipment and the upgrade of existing facilities and equipment. For the foreseeable future, we expect to have
sufficicnt available cash balances and net ¢ash from operating activities to meet our working capital needs and capital
expenditure requirements. We intend to seek external equity or debt financing in the event any new investment
opportunities, additional capital expenditures or our eperations require additional funds, but thers can be no assurance
that we will be able to obtain equity or debt financing on terms that are acceptable to us.

o 2007, Ascent Media and AccentHealth expect to spend approximately $60,000,000 for capital expenditures,
which we expect will be funded with their cash from operations and cash on hand,

Our ability to seck additional sources of funding depends on our future financial position and results of operations,
which, 10 a certain extent, are subject to general conditions in or affecting our industry and our customers and 10 general
economic, political, financial, competitive, legislative and regulatory factors beyond our contrel.

We do not have access to the cash Discovery generates from its operations, unless Discovery pays a dividend on its
capital stock or otherwise distributes cash 1o its stockholders. Historically, Discovery has not paid any dividends on its

capital stock and we do oot have sufficient voting control to cause Discovery to pay dividends or make other payments or
advances 10 vs.
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OM-Balance Sheet Arrangements and Contractual Qbligations

Information concerning the amount and timing of required payments under our contractual obiipations at
December 31, 2006 is surnmarized below:

Paymepis due by period

Less than Alter 5
1 year 1-3years  4-5 years years Total
smounts i thousabds

5680

We have contingent liabilitics related to legal proceedings and other matters arising in the ordinary course of
business. Although it is reasonably possible we may incur losses upen conclusion of such matters, an estimate of any loss
or range of loss cannot be made, In the opinion of management, it is expected that amounts, if any, which may be

required Lo satisfy such contingencies will not be material iz relation lo the accompanying consclidated financial
stalements.

Rsgent Acconnting Propouncements

The Financial Accounting Standards Board (“FASB™) has issued interpretation No. 48, “Accounting for Unceriainty
in Income Taxes — An Interpretation of FASB Statement No. 109" {(“FIN 48"}, regarding accounting for, and disclosure
of, uncertzin tax positions. FIN 48 clarifies the accounting for uncertainty in income laxes recognized in an enterprise’s
financial statements in accordance with FASB Statemnent No. 109, *Accounting for Income Taxes.” FIN 48 prescribes a
recegnition threshold and measurement attribute for the financial statement recognition and measurement of a tax
position tazken or expected o be taken in a tax return. FIN 48 aiso provides guidence on derecognition, classification,
interest and penalties, accounting for interimo periods, disclosure and transition. FIN 48 is effective for fiscal years
beginning after December 135, 2006. We are in the process of evaluating the potential impact of the adoption of FI¥ 48

on our consolidaied balance sheet and statements of operations and comprehensive eamings (loss), and do not believe
this adoption will have a material impact,

Critical Accounting Estimates

Valuation of Long-lived Asvets and Amortizable Other Intangible Assets. We perform impairment tests for our long-
lived assets if ap gvent or circumstance indicates that the carrying amount of our long-lived assets may not be
recoverable. In respoass to changes in industry and market conditions, we may also strategicalty realign cur resources
and consider restructuring, disposing of, or otherwise exjting businesses. Such activities could result in impairment of vur
long-lived assets or other intangible assets, We are subject to the possibility of impairment of long-lived assets arising in
the ordinary course of business. We regularly consider the likelihood of irmpairment and recognize impairment if the
carrying amount of a long-tived asset or intangible asset is not recoverable from its undiscounted cash flows in
accordance with SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets™. Impairment is
measured as the difference between the carrying amount and the fair value of the asset. We use both the income approach
and market approach to estimate fair value, Our estimates of fair value are subject to a high degree of judgment.
Accordingly, any value ultimately derived from our long-lived assets may differ from our estimate of fair valne.

Valuation of Goodwill and Nor-amortizable Other Intangible Assets. We assess the impairment of goodwill
annually and whenever events or changes in circumstapces indicate that the carrying value may not be recoverable.
Factors we consider important which could migger an impairment review Include significant underperformance to
historical or projected future operating results, substantial chapges in our strategy or the manner of use of our assets, and
significant negative industry or ecenomic trends. Fair value of each reperting unit is determined through the use of an

outside indeptndent valuation consultant. Both the income approach and market approach are used in determining fair
value.

Valuation of Trade Receivables. We must make estimates of the collectibiity of cur trade receivables. Our
managemens analyzes the collectibility based on historical bad debts, customer concentrations, customer credit-
worthiness, current ecanoimic wends and changes in our customer payment terms. We record an allowance for doubtful
accouts based upon specifically identified receivables that we believe are uncollectible. In addition, we also record an

— —wr .— amount based 1pon a percentage of each aged category of our trade receivables, These percentages are estimated based

upen our historical experience of bad debts. Qur trade receivables balance was $156,481,000, net of allowance for
doubtfial accounts of §9,045,000, as of December 31, 2006,
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Valuaiion of Deferred Tax Assets. In accordance with SFAS No. 109, “Accounting for Income Taxes™, we review
the nzture of each component of our deferred income taxes for reasonableness. We have determined that it is more likely
than not that we will aot realize the tax benefits associated with certain cumnlative net operating loss carry forwards and

impairment reserves, and as such, we have established a valuation allowance of $96,223,000 and $91,235,000 as of
December 31, 2006 and 2005, respectively.

Discovery

We hold a S0% ownership interest in Discovery and account for this investment using the equity method of
aceounting. Accordingly. in our financial statements we record our share of Discovery™s net income or loss available o
common shareholders and reflect this activity in onc line item in the statement of operations as “Share of earnings of
Discovery.” The folloewing financial informatior of Discovery for the years ended December 31, 2006, 2005 and 2004
and related discussion is presented to provide the reader with additional analysis of the operating results and financial
position of Discovery. Because we do not control the decision-making process or business management practices of
Discovery, we rely on Discovery to provide us with financial information prepared in accordance with GAAP that we use
in the application of the eguity method. The information included in this section should be read is conjunction with the
audited finapcial statements of Discovery for the year ended December 31, 2006 included elsewhere herein. The
following discussion and anatysis of Discovery’s operations 2nd financial position bas been prepared based on
information that we receive from Discovery and represents ouy views and understandipg of their operating performance
and financial position based on such information. DYiscovery is nct a separately traded public company, and we do not
have the ability to cause Discovery’s management to prepare their own management's discussion and analysis for our

purposes. Accordingly, we note that the material presented in this section might be different if Discovery's management
had prepared it

The following discussion of Driscovery’s results of operations is presented on a consolidated basis. In order to
provide a better understanding of Discovery's operaticns, we have also incuded a summarized preseatation of revenuc
and cperating cash flow of Discovery's three operating groups: Discovery networks U.S., or U.S. networks, Discovery
networks inlernational, or international networks, and Discovery commerce, education & other.

The U.5. networks is Discovery’s largest division. It owns and operates 12 cable and satellite channels and provides
distribution and advertising sales services for BEC America and distributicn services for BBC World News. International
networks manages a portfolio of channels, led by the Discovery Channel and Animal Planet brands, that is distributed in
virlually every pay-television market in the world via an infrasaucture that includes major operational centers in London,
Singapore, New Delhi and Miami. Discovery commerce, education & other includes Discovery's retail chain store
operations and other direct consumer marketing activities, as well as Discovery education, which manages Discovery’s
distribution of education content 10 schools and consumers.
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Consolidated Results of Discovery

Gain on sale of patents
“Oipératin Tncoin
Other Income (Expense)

Years ended December 31,

Years coded Deecruber 31

e AT e e
2006 2005 2004
wmounts in thensawds

09 040
180,302 169,218

: 97
$ 722424 686638 _ 662690

Note: Discovery commerce, education & other includes intercompany efiminations. Certain prior period amounts
have been reclassified to conform to the current period presentation.

Revenue. Discovery’s consolidated revenue incseased 13% for each of the years ended December 31, 2006 and
2005 as compared to the corresponding prior year. Increased revenus was primarily due to increases of 20% and 23% in
distribution revenue for 2006 and 2005, respectively, as well as an increase of 5% in advertising revenue for each of the

same periods. Other revenue increased 17% and 12% for 2006 and 2005,
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Distribution revenue increased $128,901,000 or 18% and $130,609,000 or 22% at the U.S. networks during the
years ended December 31, 2006 and 2005, respectively. These increases are due to an 11% and 10% increase in paying
subscription vnits for the years ended December 31, 2008 and 20035, respectively, combined with contractual rate
increases. Launch amortization at the U.S. networks, a contra-revenue item, was $72,585,000, $67,750,000 and
$93,763,000 for the years ended December 31, 2006, 2003 and 2004, respectively. Many of Discovery’s domestic
networks are currently distributed to substantially all of the cable television and direct broadcast satellite homes in the

1).8. Accardingly, the rate of growth in U.S. distribution revenue in future periods is cxpected to be less than historical
rales.

Al the wiernational networks, distribution revenue increased 23% and 25% during 2006 and 2005, respectively.
Such increases were principally comprised of combined revenue growth in Europe and Latin America of $96,897,000
during 2006 and growth in Europe and Asia of $79,767,000 during 2005, resulting from a 2006 increase in paying
subscription nnits of 13% combined with contractual rate increases in certain markets. Discovery also experienced a
2006 full year impact of new channel Jaunches in Italy, France and Germany. Subsequent to December 31, 2006,
Discovery completed negotiations for the renewal of long-term distribution agreements for certain of its European cable
networks and paid a distributor $185.4 million. Such payment will be amortized over a five year 1erm, resulting in an
approximate $35 million annual reduction in international distribution revenue.

Advertising revecue, which includes revenue from pzid programming, experienced a 5% increase for each of the
vears ended December 31, 2006 and 2005, with a $34,710,000 or 14% increase a1 the international networks and a
$20,879,000 or 2% increase at the 1.8 networks from 2005 10 2006. The increase in international networks advertising
revenue was due primarily to higher viewership in Europe and Latin America combined with an increased subscriber
base in most markets worldwide. The increase in advertising revenue at the U.S. networks was primarily doe to higher
advertising sell-oul rates and higher audience delivery on certain channels. Paid programming, where Discovery sells
blocks of time primanly for infomercials that arc sired during the overnight hours on certain petworks, represented 6% of
total advertising revenue for each of the years ended December 31, 2006, 2005 and 2004.

The increase in advertising revenue during 2005 was primarily due to a 28% increase at the international networks.
Over two-thirds of the interuational networks® advertising revenue is generated by its operations in the United Kingdom
and Ewrope. The increase in international networks advertising revenue was comprised of a $36,926,000 increasc
resuling from higher viewership in the UK. combined with an increased subscriber base in the UJ.K. and Europe.
Advertising revenue at the U.S, networks was essentially flat in 2005, increasing $1,316,000, as higher rates at certain of
the larger networks, combined with growth at other newer networks, was offset by decreases resulting from lower
audience delivery at certain of the larger networks.

With 12 domestic channels, Discovery offers solutions Lo advertisers that allow them to reach a broad range of
U.S. audience demographics in the face of increasing fragmentation of audience share. The television industry is facing
several issues with regard to its advertising revenue, including (1) audience fragmentaticn cansed by the proliferation of
other television networks, video-cn-demand offerings from cable and satellile companies and broadband content
offerings; (2) the deployment of digital video recording devices, allowing consumers to time shift programming and skip
or fast-forward through advertisements; and (3) consolidation within the sdvertising industry, shifting more leverage lo
Ihe bigger agencies and buying groups.

Commerce, education and other revenue increased $10,577,000 and $10.959,000 related 10 the education business
and increased $10,051,000 and $%,163,000 related to the commerce business for the years ended December 31, 2006 and
2005, respectively, Druring the fourth quarter of 2006, Discovery made a number of organizational and srategic
adjustments to its education business to focus the resources dedicated to the company’s direct-to-school distribution
platform, unitedstreaming, a5 well as the division’s other premium direct-to-school subscription services. Subsequent to
December 31, 2006, Discovery initiated a strategic review of its commerce business to evaluate potential new operating
alternatives with respect to such business unit.

Cosr of Revenue. Cost of revenue increased 14% and 16% for the years ended December 31, 2006 and 2005,
respectively. As a percent of revenue, cost of revenue was 37%, 37% and 36% for the years ended December 31, 2006,
2005 and 2004, respectively, The $140,612,000 increase in 2006 priroarily resulted from a $54,981,000 increase in
content amortization expense due to continued investment in original productions across the U.S. networks combined
with increases in Europe associated with the launch of several petworks to creste a package of lifestyle-focused
programming, along with a new free-to-air channel in Germany branded as DMAX,

The increase in 2005 primarily resulted from a $106,901,000 increase in content amortization expense dus to
continued investment across all U.8. networks in original productions and higk profile specials and continued investment
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in the lifestyles category intesnationally, particularly in Burope. These increases were offset partially by a net aggregale
benefil of approximately $11 million related to reductions in estimates for music rights accruals.

SG&A Expenses. SG&A expenses increased 16% and 17% during the years ended December 31, 2006 and 2005,
respectively. As a percent of revenue, SG&A expense was 39%, 38% and 36% for the years ended December 31, 2008,
2005 and 2004, respectively. During 2006, SG&A expenses increased $32,535,000, $67,275,000 2nd $50,817,000 in the
U.S. networks, international networks and education groups, respectively. SG&A expense within the commerce group
was relatively consistent with the prior year period. In U.5. networks, the increase is primarily due to a $33,312,000 or
20% increase in personnel expense resulling from compensation increases combined with increased headcouat from
acquisitions. In internaticnal networks, the increase is primarily due to a $38,202,000 or 32% increase in personne]
expense, resulting from infrastructure expansions in Europe and Asia which increased headcount and office locations, a
$5,888.000 or 7% incresse in marketing expense resulting from marketing campaigns in Europe and Asia for the launch
of new channels and a $16,920,000 or }6% increase in peneral and administrative expenses to support the growth of the
business, coupled with the effects of foreign currency exchange rates. As a percent of revenue, international SG&A
expense was consistert at 43% for both of the years ended December 31, 2006 and 2005. In the education group, the
increase is primarily due to (i) 2 $23,539,000 or $8% increase in personnel expense, resuiting primarily from a full year
of salary expense for headcount hired in 2005 and (ji) a $19,142,000 or 174% increase in marketing expense resulting
mainly from Discovery’s investment in Cosmeo, a new coasumer homework help service. In 2007, Discovery

implemented cost cutting measures in its education group which should reduce personnel expense for that group in
companson to 2006.

Within the different business segments during 2005, SG&A expense decreased 2% at the 1.8, networks and
increased 34% and 65% af the international networks and Discovery commerce, education and other, respectively. The
increase ai the intermational networks was caused by a $27,872,000 increase in personnel expense resulting from adding
headcount as the business expands, particularly in the UK. and Europe combined with 2 $27,124,000 increase in
marketing expense associated with branding and awareness efforts related to the lifestyles category initiatjve, The
increase at Discovery commerce, education and other is comprised of a $34,329.,000 increase primarily resulting from
acquisitions and organic growth in Discovery’s education business.

Expenses Arising from Long-1erm Incentive Plans. Expenses arising from long-term incentive plans are related to
Discovery’s unit-based, long-term incentive plans, or LTTP, for its erployees who meet certain eligibility criteria. Units
are awarded to eligible employees and vest at a rate of 25% per year. In August 2005, Discovery discontinued one of its
LTIPs and settled all ameounts with cash. Discovery established a new LTIP in October 2005 (the “2005 LTIP Flan™) for
certain eligible employees pursuant to which participants in Discovery’s remaining plan could elect to (1) continue in
such plan or (2) redeem vested units and convert partially vested units 1o the 2005 LTTP Plan. Substantially all
participants in the remaining plan redeemed their vested units and received partially vested units io the 2005 LTIP Plan.
Certain eligible employees were also granted new units in the 2005 LTIP Plan. The value of units in the 2005 LTIP Plan
is indexed to the value of DHC Series A commoen stock, and upon redemption, participants receive a cash payment based
on the change in market price of DHC Series A common stock, Under the old plans, upon exercise, participants received
a cash payment for the increase in vatue of the units from the unit value on the date of issuance determined by the year
aver year change in Discovery’s aggregate equity value, using a coasistent methodology. The change in unit valve of
LTIP awards outstanding is recorded as compensation expense over the period outstanding. Compensation expense
aggregated $39,233.000 and $49,455,000 for the years ended December 31, 2006 and 2005, respectively. The decrease is
primarily the result of the change in unit value determination for the 2005 LTIP Plan units. 1f the remaining vested LTIP

awards at December 31, 2006 were redeemed, the aggregate cash payments by Discovery would be approximately
$36,650.000.

Depreciasion and Amortization The increase in depreciation and emortization for the year ended December 31,
2006 is due to an increase in new assets placed in service combined with acquisition activity occwrring during 2006. The
decrease in depreciation and amortization for the year ended December 31, 2005 is due to intangibles becoming fully

amortized and a decrease in the depreciable asset base resulting from a reduction in the number of retail stores, offset by
new assets placed in service during 2005.

Gain on Sale of Pazenrs. In 2004, Discovery recorded a gain oa the sale of certain of its television technology
patents. The $22 million gain represents the sale price less the costs incurred to sell the patents. The cost of developing

the technology had been expensed in prior years to SG& A expense. Discovery does not expect a significant amount of
income from patent sales in the future.

Other Income and Expense

S ST

Interest Expense. The increase in interest expense during the years ended December 31, ZOU6 and 2003 is primarly
due 10 higher levels of cutstanding debt in both years combined with incrsases in interest rates during those periods.
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Unrealized Gains from Derivative Insiruments, net. Unrealized gains from derivative transactions relate, primarily,
1o Discovery's use of derivative instruments to modify its exposure to interest rate fluctuations on jts debt. These
mstraments include a combination of ewaps, caps, collars and other ssracnured instroments. As 8 result of unrealized
mark to market adjustments, Discovery recognized $10,352,000, $29,109.000 and $44,060,000 in uarealized gains on
these instruments during the years ended Decernber 31, 2006, 2005 and 2004, respectively. The foreign exchange
hedging instruments used by Discovery are spot, forward and option contracts. Additionally, Discovery coters into non-
designated forward contracts 1o hedge non-dollar denominated cash flows and foreign currency balances.

Minoriry Interests in Consolidated Subsidiaries. Minority interest represents increases and decreases in the
estimated redemption value of mandatorily redeemnable intcrests in subsidiaries which are initially recorded at fair value.

Other. Other income in 2006 relates primarily to Discovery's equity share of earnings on their joint ventures. Qther
income in 2005 relates primarily to the gain on sale of one of Discovery’s investments.

Income Taxes. Discovery’s effective tax rate was 46%, 50% and 46% for 2006, 2005 and 2004, respectively,
Driscovery's effective tax rate differed from the federal income tax rate of 35% primarily duc to forcign and state taxes.

Liquidity & Capital Resources

Discovery generated $479,911,000, $68.893,000 and $124,704,000 of cash from operations during the years ended
December 31, 2006, 2005 snd 2004, respectively, Discovery’s payments under its long-term incentive plans were
$841,000, $325,756,000 and $240,752,000 for each of the same periods, respectively, driving a significant use of cash in

2005 and 2004. For a funher discussion of Discevery’s LTIP, please see Note 14 to the Discovery consolidated financial
statements.

One of Discovery’s primary investing activities in 2006, 2003 and 2004 was payments of $180,000,000,
$92,874,000 and $148,880,000, respectively, to acquire mandatorily redeemable securities related to minority interests in
certain consolidated subsidiaries. Tn 2006, $100,000,000 and $80,000,000 was paid for the New York Times and the
British Broadcasting Corporation mandetorily redeemable securities, respectively. Discovery also spent $90,138,000,
$99,684,000 and $88,100,000 oo capital expenditures during the years ended December 31, 2006, 2005 and 2004,
respectively, During the same periods, Discovery paid $194,905,000, $400,000 and 517,218,000 for business
acquisitions, net of cash acquired.

In addition 10 cash provided by operations, Discavery funds its activities with proceeds borrowed under various debt
facilities, including & term loan, two revolving loan facilities and various senior notes payable. During the year ended
December 31, 2006, net incremental borrowings under debt facilities aggregated approximately $16,813,000. Total
commitments of these facilitics were $4,059,000,000 at December 31, 2006. Debl outstanding on these facilities
aggrepated $2,607,000,000 at December 31, 2006, providing excess debt availability of $1,452,000,000. Discovery’s
ability 1o borrow the mused capacity is dependent on its conticuing compliance with its covenants at the time of, and
afier giving effect to, a requested borrowing.

All term and revolving loans and senior notes are unsecured. The debt facilities contain covenants that require
Discovery \o meet certain financial ratios and place restrictions on the payment of dividends, sale of assets, additional
borrowings, mergers, and purchases of capital stock, assets and investments. Discovery has indicaied it is in compliance
with all debt covenants at December 31, 2006,

in 2007, Discovery expects to spend approximately $100,000,000 for capital expenditures and $180,000,000 for
interest expense. Payments to satisfy LTIP obligations are not expected to be significant in 2007. Discovery believes that
ils cash flow from operations and borrowings available under its credit facilities will be sufficient to fund its working
capital requiremenis.

Contractual Obligations. Discovety bas agreements covering leases of satellite transponders, facilities and
equipment. These agreements expire at various dates through 2020, Discovery is obligated to icense programming under
agresments with content suppliers that expire over various dates. Discovery also has other contractual commitments
arising in the ordinary course of business.
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A summary of all of the expected payments for these commitments as well as future principal payments under the
current debt arranpements and minimam payments under capital leases at December 31, 2006 is as follows:

Paymenis due by period(2)

Less than Afer 5
Total 1 vear 1-3 years 45 years years

amounts in thousands

L4 o8
Capital leases

(1 Represents Discovery's obligations to purchase goods and services whereby the underlying agreements are
enforceable, legally binding and specify all significant terms. The more significant purchase obligations include:
agreements related 1o audience ratings, market research, contracts for entertainment talent and other education and
seTvice project agreements.

(2} The table ahove does pot include cerain long-term obligations reflected in the Discovery consolidated balance
sheet as the timing of the payments cannot be predicted or the amounts will not be settled in cash. The most
significant of these obligations is the $84.5 million accrued under Discovery’s LTIP plans. In addition, amounts
accrued in the Discovery consolidated balance sheet related to derivative financial instruments are not included in
the table as such amounts may not be settied in cash or the timing of the payments cannot be predicted.

Discovery is subject to certain contractual agreements that may require Discovery Lo acquire the ownership interests
of minority partners. At the end of 2006, Discavery estimates its aggregate cblipations thereunder at approximately
$94.8 million. The put rights are exercisable at various dates. In January 2007, Discovery exercised its rights and paid
$44.5 million Lo acquire cerlain redeemable equity.

Item 7A. Quantitative end Qualitative Disclosures about Market Risk.
Foreign Currency Risk

We continually monitor our economic exposure to changes in foreign exchange rates and may enter into foreign
exchange agreements where and when appropriate. Substantially all of our foreign transactions are denominated in
foreign currencies, including the lisbilities of cur foreign subsidiaries. Although our foreign transactions are not
generally subject to significant foreign exchange transaction gains or losses, the financial statements of our foreign
subsidiaries are translated into United States dollars as part of our consolidated financial reporting. As a result,
fluctuations in exchange rates affect our financial position and results of operations.

Item 8. Financial Statements and Supplementary Data,

Our consolidated financial statements are filed under this Item, beginning on Page 11-17. The financial statement
schedules required by Regulation §-X are filed under Item 15 of this Annual Report on Form 10-K.

Ttem 9A. Controly and Procedures.

In sccordance with Exchange Act Rules 13a-15 and 15d-15, the Company carried cut an evaluation, under the
supervision and with the participation of managemeanl, including its chief executive officer, principal aceounting ofticer
and principal fizancial officer (the “Executives™), of the effectiveness of its disclosure controls and procedures as of the
end of the period covercd by this report. Based on that evaluation, the Executives concluded that the Company’s
disclosure controls and procedures were effective as of December 31, 2006 to provide reasonable assurance that
information required to be disclosed in its reports filed or submitted under the Exchange Act is recorded, processed,

surnmarized and reported within the Gme periods specified 10 e Seconibes an on*s Tles

forms.

See page [1-15 for Managemenu's Repart on Internal Control Qver Financial Reporting.
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See page II-16 for Report of Independent Registered Public Accounting Firm for our accountant’s attestation
regarding our internal controls over financial reponting,

There has been no change in the Company's intemnal controls over financial reporting identified in connection with
the evaluation described above that occurred during the three months ended December 31, 2006 that has materially
affected, or is reasonably likely to materially affect, its internal controls over finaneial reporting.

Ltem 9B. Other Information.

None.
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MANAGEMENT’S REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING

Discovery Holding Company’s management is responsible for ¢stablishing and maintaining adequate internal
control over the Company's financial reporting. The Company’s internal control over financial teporting is a process
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of the
consolidated financial statements and related disclosures in accordance with generally accepted accounting principles.
The Company's internal contrel over financial reporting includes these policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions of the Company;

(2) provide reasenable assurance that transactions are recorded as necessary 1o permit preparation of the consolidated
financial statements and related disclosures in accordance with generally accepted accounting principles; (3) provide
reascnable assurance that receipts and expenditures of the Company are being made only in accordance with
authorizations of management and directors of the Company; and (4) provide reasonable agsurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the Company’s assets that could bave a material
effect on the consolidated financial statements and related disclosures.

Because of inherent limitations, internal control over financial reportiog may oot prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies and procedures may
deleriorate.

The Company assessed the design and effectiveness of intemal control over financial reporting as of December 31,
2006. In making this assessment, managemeat used the criteria set forth by the Committec of Sponsoring Organizations
of the Treadway Commission (“COSO") in Internal Conzrol-Inregrated Framework,

Based upon our assessment using the criteria contained in COSO, management has concluded that, as of

ecember 31, 2006, Discovery Holding Company’s internal control over financial reporting is effectively designed and
operating effectively.

Discovery Holding Company’s independent regisiered public accountants audited the censolidated financial

statements and related disclosures in the Anonal Report oa Form 10-K and have issued an audit report on management’s

assessment of the Company’s internal control over financial reporting. This report appears on page 1-16 of this Annual
Report on Form 16-K.
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EEPORT OF IND ST P IC ACCO! GF

The Board of Directors and Stockholders
Discovery Holding Company:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal
Conirel over Financial Reporting appearing on page 1I-15, that Discovery Holding Compary maintained effective
internal control over financial reporting as of December 31, 2008, based on the critetia established in Faternal Control —
Integrated Framework issued by the Commiltee of Sponsoring Organizations of the Treadway Commission (“COSO™).
Management of Discovery Holding Company is responsible for iaintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over finaacial reporting. Onr responsibility is to
¢XPress an opinion on management’s asscssment and an opinion on the effectiveness of the internal control over financial
reporting of Discovery Holding Company based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, evalualing management's assessment, testing and evaluating
the design and operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances, We believe that cur audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generslly accepted accounting principles. A cormpany’s iniernal control over financial reporting includes
those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions of the company; {2) provide reasonable assurance that transactions erc recorded as
necessary 10 pernii preparation of financial statements and related disclosure in accordance with generally accepted
acgounting principles; (3) provide reasonabie assurance that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (4) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or dispesition of the company's
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatemeats.
Also, projections of any evaluation of effectiveness to future periods are subject to the Tisk that contrels may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
detericrate.

In our opinion, management’s assessment that Discovery Holding Company maintained effective internal control
over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria established in
Inrernal Control — Inregrared Framewerk issued by COSO. Also, in our opinien, Discovery Holding Company
maintained, in all material respects, effective internal contrel over financial reporting as of December 31, 2006, based on
the criteria established in Jnrernal Control — Integrared Framework issued by COSO0,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (UUnited
States}, the consolidated balance sheets of Discovery Holing Company and subsidiaries as of December 31, 2006 and
2005, and the related consolidated statements of operations and comprehensive earnings (loss), cash flows and
siockholders’ equity for each of the years in the three-year period ended Iecember 31, 2006, and our repori dated
February 28, 2007 expressed an unqualified opinion on those consolidated financial statements,

KPMGLLP

Denver, Colorado
Febzruary 28, 2007
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Discovery Holding Company:

We have andited the accompanying conselidated balance sheets of Discovery Holding Company and subsidiaries as
of Decernber 31, 2006 and 2005, and the relaled consolidated statements of operations and comprehensive carnings
(loss), cash flows and stockholders” equity for each of the years in the three-year period ended December 31, 2006.
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidaied financial statzments based on our audils. We did et sudit the financial
staternents of Discovery Communications, Inc., (a 50 percent owned investee company). The Company’s investment in
Discovery Communications, Inc. at December 31, 2006 and 2005, was $3,129,157,000 and $3,018,622,000, respectively,
and its equity in earnings of Discovery Communications, Inc. was $103,588,000, $79,810,000 and $84,011,000 for the
years ended December 31, 2006, 2005 and 2004, respsctively. The financial statements of Discovery Communications,
Inc. were zudiled by other auditors whose report has been furnished to us, and our opinion, insofar as it relates 10 the
amounts included for Discovery Communications, Inc., is based solely on the report of the other auditors.

We conducted our audits in accordance with the stendards of the Public Company Accounting Oversight Board
{United States). Those standards require that we pian and perform the audit 1o obtain reasonable assurance about whether
the financial statements are free of material misstaiement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our andits and the report of the other auditors provide a reasonable basis for our opinion.

In our opinion, based on our andits and the report of the other auditors, the consolidated financial staternents
referred to above present fawrly, in all material respects, the financial position of Discovery Holding Company and
subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the

years in the three-year period ended December 31, 2006, in conformity with 1).5. generally accepted accounting
principles.

As discussed in note 3 to the accompanying consolidated financial statements, effective January 1, 2006, Discovery
Heotding Company adopted SFAS No. 123R, Share Based Paymen,

We also have audited, in accordance with the standards of the Public Company Accounating Oversight Board {United
States), the effectiventss of Discovery Holding Company's internal control over financial reporting as of December 31,
2006, based on the criteria established in Jnternal Control — Integrared Framework issued by the Committee of
Sponsoring Orgarizations of the Treadway Commission (COS0), and our report dated February 28, 2007 expressed an
unqualified opinion on manapement’s assessment of, and the effective operation of, internal control over financial
reporticg.

KPMG LLP
Denver, Colorado

February 28, 2007
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DISCOVERY HOLDING COMPANY AND SUBSIDEARIES

Consolidated Balance Sheets

et e ' 035z
Trad: recelvab]cs net 147435 134,615
i 3 s’ £

Series B common stock, $.01 par value. Authorized 50,000,000 shares; issued and
outstanding 12,025,088 shares at December 31, 2006 and 12,106,093 shares at
December 31, 2005 e e o e e ) 120 121

eqaity $ 5,870,982 5,819,235

See accompanying notes 10 consolidated financial statements.
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES
Consolidated Statements of Operations and Comprehensive Earnings (Loss)

Years Ended Decernber 31,

2006 005 2004

=mounts in thoussnds,
-cep( per lhll'! amonats

See accompanying notes to consolidated financial statements,
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES

Consclidated Statements of Cash Flows

Years Ended December 31,

See accompanying notes to consolidated fipancial statemeats.
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